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State of South Carolina

Office of Comptroller General

Wade Hampton Office Building
Post Office Box 11228
Columbia, South Carolina 29211

Telephone: (803) 734-2121
Fax: (803) 734-2064
RICHARD ECKSTROM E-Mail: cgoffice@cg.state.sc.us NATHAN KAMINSKI, JR.
COMPTROLLER GENERAL CHIEF OF STAFF

February 26, 2003

Tothe Citizens, Governor and
Members of the South
Carolina General Assembly

| am pleased to present to the citizens of South Carolina this Comprehensive Annual Financial
Report for the State of South Carolina for the fiscal year ended June 30, 2002. The report provides
financial information about the State's operations during the year and describes its financial position at
the end of the year.

Management is responsible for the accuracy of the data in this report as well as for the
completeness and fairness of the presentation. To the best of our knowledge and belief, this information
is accurate in all material respects and is reported in a manner that presents fairly the State's financial
position and results of operations and provides disclosures that enable the reader to understand the
State’s financial condition. For the convenience of users, we have divided the report into three sections
asfollows:

* The Introductory Section, containing this letter of transmittal; the Certificate of
Achievement for Excellence in Financial Reporting for the report as of June 30, 2001;
alist of State officials; and an organizational chart of State government.

* The Financia Section, including the independent auditors’ report, management’s
discussion and analysis, government-wide financial statements, fund financial
statements, required supplementary information, other combining financia
statements, and schedules.

* The Statistical Section, presenting comparative financial data and other non-financial
data.

This letter of transmittal is designed to complement management’s discussion and analysis that
immediately follows the report of the independent auditors.

PROFILE OF THE STATE OF SOUTH CAROLINA

South Carolina stretches from the Atlantic Ocean to the Blue Ridge Mountains, containing
30,111 sguare miles. The coastal area, which is one of the leading recreation centers on the east coast, is
the anchor of the State's thriving tourism industry. Since 1970, 565,000 people have relocated to South
Carolinato take advantage of its growing economy and to retire here.

As shown in the organization chart on page 13, South Carolina's government is divided into
three separate branches. legidative, executive, and judicial. State government provides a full range of
services to South Carolina’s citizens including educational, health, social/human, transportation, public
safety, regulatory, and conservation/natural resources services. In addition, the State provides grants and
loans to local governments, including school districts, within its borders.
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South Carolina is primarily a manufacturing state. While the textile industry is still the major
industrial employer in the State, the State’s economy has undergone a gradual transition to other sectors.
Since 1950, the State's economic base has diversified into other sectors such as trade, health care,
services, and durable goods manufacturing.

BUDGETARY AND INTERNAL CONTROLS

The Statewide Accounting and Reporting System (STARYS) is the State's budgetary-basis
operating accounting system. The STARS system processes cash and budgetary transactions and
maintains records for all budgeted funds and some unbudgeted funds. The State's higher education
institutions and most of the other enterprise entities maintain separate accrual-basi s accounting systems.

The Comptroller General's Office maintains an automated annual financial reporting system as
well as an automated interface between STARS and that system. The Comptroller Genera’s Office uses
these automated systems to prepare this report in accordance with generally accepted accounting
principles (GAAP). State agencies that use STARS prepare year-end forms to report amounts needed to
adjust their budgetary-basis balances to comply with GAAP. The Comptroller General's Office then
enters the data from these forms into its GAAP financial reporting system. Additional information
entered into the GAAP financial reporting system is derived from the audited financial statements of
certain entities and from other supplemental data provided by those entities.

South Carolina's annual Appropriation Act includes legally adopted budgets for the Budgetary
General Fund and for Tota Funds. For additional information, see the notes to the required
supplementary information—budgetary. The initial budget appears in the annual Appropriation Act.
After the budget year begins, the State Budget and Control Board may order spending cuts if revenue
collectionsfail to reach predicted levels.

The State's internal controls, designed by the management of the State, provide reasonable
assurance that the State will achieve the following objectives:

» Reliability of financial reporting,
» Effectiveness and efficiency of operations, and
»  Compliance with applicable laws and regulations.

The concept of reasonable assurance recognizes that the cost of a control should not exceed the
resulting benefits.

MAJOR INITIATIVES

South Carolina legislators spent much of the 2002 session grappling with budgetary shortfalls,
which seriously limited the State’s ability to maintain previous levels of service. Sheltered from the full
impact of the financial troubles, however, were public education and health care for the poor, the elderly
and the disabled.

The General Assembly also enacted the South Carolina Homeland Security Act, a comprehensive
bill that enhanced the State’s ability to gather information and respond to emergencies. The State Law
Enforcement Division received wiretapping authority to investigate suspected terrorist activity, and the
Governor received expanded authority to declare public health emergencies.

The legislature also addressed the issue of proposed port expansion in Charleston by approving
the State Ports Authority to begin environmental impact studies and other required actions preparatory to
locating new terminal facilities on the west bank of the Cooper River.
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ECONOMIC CONDITION AND OUTLOOK

Over the last three decades, the economy of South Carolina has grown faster than that of the rest
of the country. Businesses have migrated here from all over the world to take advantage of the State's
skilled labor force, competitive wages, lower-priced land, excellent port facilities, accessibility to
markets, and in recent years, substantial tax incentives. Since 1970, industry has made $83 hillion of
investments in plants within the State.

The 2002 Capital Investment Report, published by the State Department of Commerce, is a
measure of announced economic activity in South Carolina during the year. According to that report,
South Carolina firms realized nearly $4.2 billion in capital investment in 2002, with nearly 21,000 new
jobs created. Over the past 10 years, nearly $50 billion has been invested in the State while more than
448,000 new jobs have been created, improving the lives and opportunities of many South Carolinians.
Existing industries accounted for $3.74 billion in capital investment and almost 16,000 new jobsin 2002,
representing over 89.1% of all capital investments and 75.6% of all job creation for the year. For the
ninth consecutive year, South Carolina's capital investment from internationally-based companies
exceeded $1 billion, while nearly 5,000 new jobs arose from these sources. In recent years, the State
enacted economic development |egislation to encourage businesses to locate in rural sections of the State
by substantially increasing tax incentives for eligible companies that locate in rural areas.

The State’ s rural areas accounted for 8,100 new jobs created, up 25% from last year’ stotal. This
represents 38% of al job creation in South Carolina in 2002. Capital investment for rural areas was
$1.2 billion, representing 29% of all 2002 capital investment.

The State’s economy has begun the 2002-2003 fiscal year with a modest slowdown in growth.
Y et by comparison, employment in the State was up 310,000 in September 2002 versus its level during
the recession that slowed the State's economy in 1991. The State's Board of Economic Advisors
estimated that personal income growth was 3.0% to 4.0% slower than last year’s rate of growth. Seethe
management’s discussion and analysis section of this report for additional information on the economic
outlook for the State.

FIDUCIARY OPERATIONS

The most significant of the State’s fiduciary funds are the four retirement plans administered by
the South Carolina Retirement Systems. Those plans include: the South Carolina Retirement System,
the Police Officers Retirement System, the Retirement System for Members of the General Assembly,
and the Retirement System for Judges and Solicitors. The State has funded al four of those plans in
accordance with recommendations of the consulting actuaries, both in the current period and in past
periods. The State has no net pension obligation for those plans at June 30, 2002. See Note9,
Retirement Plans, in the notes to the financial statements for more information.

CASH MANAGEMENT

The State Treasurer is responsible for managing the State’s cash and investments, except for
certain component units included within the reporting entity that manage and invest their own funds.
State law requires full collateralization of all State Treasurer bank balances. Some component units may
have collateralization policies that differ from those of the State Treasurer.

Investment income includes appreciation and depreciation in the fair value of investments.
Increases in fair value during the current year, however, do not necessarily represent trends that will
continue; nor is it always possible to realize such amounts, particularly in the case of temporary changes
in the fair value of investments that the State plans to hold to maturity. For additional details, see
Note 1f, Summary of Significant Accounting Policies, and Note 5, Deposits and Investments, in the notes
to the financial statements.



State of South Carolina

RISK MANAGEMENT

The State conducts various risk control programs to help minimize losses to which it is exposed.
The health insurance program conducts extensive wellness education programs that promote
development and maintenance of healthful lifestyles for covered employees. The State self-funds many
types of general liability and property losses rather than purchasing insurance. For additional
information on the State’ s risk management activities, see Note 11, Insurance Activities, in the notes to
the financial statements.

AUDIT

The State Auditor and KPMG LLP, an independent certified public accounting firm, jointly
performed an independent audit of the State’'s basic financia statements for the fiscal year ended
June 30, 2002. The auditors have provided an unqualified opinion, the best possible result of the audit
process.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the State of South
Caralina for its comprehensive annual financia report (CAFR) for the fiscal year ended June 30, 2001.
To receive a Certificate of Achievement, which is valid for one year only, a government must publish an
easily readable and efficiently organized CAFR. The CAFR contents must conform to rigorous program
standards, including generally accepted accounting principles and applicable legal requirements. The
State of South Carolina has received a Certificate of Achievement for the last fourteen consecutive years.
This year, the State again plans to submit its CAFR to the GFOA' s Certificate of Achievement program.
We believe that South Carolina's report for the fiscal year ended June 30, 2002, continues to meet the
reguirements to receive the Certificate of Achievement.
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Principal State Officials

LEGISLATIVE—THE GENERAL ASSEMBLY
André Bauer,* President of the Senate and Lieutenant Governor
Glenn F. McConnell, President Pro Tempore of the Senate
David H. Wilkins,** Speaker, House of Representatives

EXECUTIVE
STATE BUDGET AND CONTROL BOARD
Marshall (Mark) Clement Sanford, Jr.,* Chairman, Governor
Grady L. Patterson, Jr.,** State Treasurer
Richard Eckstrom,* Comptroller General
Hugh K. Leatherman, Sr., Chairman, Senate Finance Committee
Robert W. Harrell, Jr.,** Chairman, House Ways and Means Committee
Mark Hammond,* Secretary of State
Henry McMaster,* Attorney General
Inez Tenenbaum,** State Superintendent of Education
Major General Stanhope S. Spears,** Adjutant General
Charles R. Sharpe,* Commissioner of Agriculture

JUDICIAL
Jean H. Toal, Chief Justice, Supreme Court

Term
of Office

2003-2007
2001-2005
2003-2005

2003-2007
2003-2007
2003-2007
2001-2005
2003-2005
2003-2007
2003-2007
2003-2007
2003-2007
2003-2007

2000-2004

The State’s citizens elect the legislative and executive officials named above. The General Assembly elects members of the

Supreme Court.

*These officials were elected in the November 2002 general election and began serving their four-year terms at their inauguration

on January 15, 2003. The following officials were in office at the end of the fiscal year, June 30, 2002:

Robert L. Peeler, President of the Senate and Lieutenant Governor

James H. Hodges, Governor and Chairman of the Budget and Control Board
James A. Lander, Comptroller General

James M. Miles, Secretary of State

Charles M. Condon, Attorney General

D. Leslie Tindal, Commissioner of Agriculture

**These officials were serving in their respective positions as of June 30, 2002, and were re-elected on November 5, 2002, to serve

another term.
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®ffice of the State Auditor

Independent Auditors’ Report

The Honorable Mark Sanford, Governor and
Members of the General Assembly

State of South Carolina

Columbia, South Carolina

We have jointly audited the financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the State of South Carolina, as of and for the year ended June 30, 2002, which collectively
comprise the State’s basic financial statements as listed in the accompanying table of contents. These
financial statements are the responsibility of the State's management. Our responsibility is to express
opinions on these financial statements based on our audit. We did not jointly audit the financial statements
of certain component units and agencies of the State of South Carolina, which represent the indicated
percent of total assets and total revenues as presented in the table below. Those financial statements were
audited by other auditors, including KPMG LLP acting separately, whose reports thereon have been
furnished to us, and our opinion, insofar as it relates to the amounts included for those component units and
agencies, is based solely on the reports of the other auditors.

Percent not Percent audited Percent audited
jointly audited by KPMG separately by other auditors
Total Total Total Total Total Total
Assets Revenue Assets Revenue Assets Revenue
Government-wide
Governmental activities 67 8 1 | 66 7
Business-type activities 99 99 29 46 70 53
Discretely presented component units 100 100 - - 100 100
Fund statements
Local Government Infrastructure 100 100 - - 100 100
Department of Transportation
Special Revenue Fund 100 100 - - 100 100
Higher Education 100 100 40 42 60 58
Unemployment Compensation 98 90 - - 98 90
Housing Authority 100 100 - - 100 100
Education Assistance Authority 100 100 - - 100 100
Remaining fund information 94 86 7 59 87 27

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The financial statements of the discretely presented component units identified in Note 1(a)
were not audited in accordance with Government Auditing Standards, issued by the Comptroller General of
the United States. An audit includes examining, on a test basis, evidence supporting the amounts and



The Honorable Mark Sanford, Governor and
Members of the General Assembly
State of South Carolina

disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of other auditors provide a reasonable basis for our
opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to on
the preceding page present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the aggregate discretely presented component units,
each major fund, and the aggregate remaining fund information of the State of South Carolina as of June
30, 2002, and the respective changes in financial position and cash flows, where applicable, thereof for the
year then ended in conformity with accounting principles generally accepted in the United States of
America.

As discussed in note 2 to the basic financial statements, the State has adopted the provisions of
Governmental Accounting Standards Board Statement No. 34, Basic Financial Statements — and
Management’s Discussion and Analysis — for State and Local Governments, Statement No. 35, Basic
Financial Statements — and Management's Discussion and Analysis — for Public Colleges and Universities,
Statement No. 37, Basic Financial Statements—and Management's Discussion and Analysis—for State and
Local Governments: Omnibus, an amendment of GASB Statements No. 21 and 34, portions of Statement
No. 38, Certain Financial Statement Note Disclosures, and Interpretation No. 6, Recognition and
Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial Statements,
effective July 1, 2001.

In accordance with Government Auditing Standards, we have also issued our report dated February 21,
2003 on our consideration of the State’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

The management’s discussion and analysis and required supplementary information, listed in the
accompanying table of contents, are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United States of
America. We and the other auditors have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State’s basic financial statements. The introductory section, supplementary information, and
statistical sections, listed in the accompanying table of contents, are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The supplementary information has
been subjected to the auditing procedures applied by us and the other auditors in the audit of the basic
financial statements and, in our opinion, based on our audit and the reports of other auditors, is fairly stated
in all material respects in relation to the basic financial statements taken as a whole. The introductory and
statistical sections have not been subjected to the auditing procedures applied by us and the other auditors
m the audit of the basic financial statements and, accordingly, we express no opinion on them.

o liogrn KPre P

Columbia, South Carolina Greenville, South Carolina
February 21, 2003 February 21, 2003
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M anagement’s Discussion and Analysis

In this section of the State of South Carolina's
annual_ report, we provide a narrative overview and
analysis of the State’s financial performance for its
accounting year (fiscal @ year) that ended
June 30, 2002 Please read it togzether with (1) the
Comptroller's Letter of Transmittal at the front_ of
this report and (2) the financial statements, which
follow this section.

The Governmental Accounting Standards
Board's new financial reporting model required the
State to present its financial sfatements differently
this year. Because the new model required
significant changes in the content and structure of
our financial statements, much of the financia
information is not easily comparable to prior years.
However, in future years, we will be able to provide
comparisons that will go further toward explainin
the State€'s financia™ position and results o
operations.

Overview of the Financial Statements

~ This_ discussion and anal%ss provides an
introduction to the State of South Carolina's basic
financial statements, which include the following
arts. (1) government-wide financial statements,
EZ) fund financial statements, §3) component unit
inancial statements, and (4) notes to the financial
statements.  This report, ‘also contains certain
required supplementary information and other
supplementary information.

Government-wide Financial Statements

The government-wide statements are new to
State government reporting as a result of the new
financia reporting model.” They present a longer-
term view of the State's finances as a whole, using
accrual-basis accounting—the same accounting
methods that most businesses use. The basic
government-wide financial statements are on
pages 30 through 34 of this report.

There are two government-wide financial
statements:

. Satement of net assets: This statement presents
informalion on all of the State's assets and
liabilities, both short-term (current) and long-term
(non-current). In addition, the statement reports the
difference between assets and liabilities as net
assets. Over time, increases or decreases in net
assets may indicate whether the State’s financia
health (financial position) is strengthening or
Weakenln?. However, the statement Of net assets
does not tell the whole story. To assess the State’s
overal financial hedth, you would also need to
consider factors such as the State’s economy and the
condition of its capital assets such as its buildings
and infrastructure (roads and bridges).

. Satement of activities: This statement presents
information showing how the State’'s overall net
assets changed during the year. The State reports a
change in its net assSets & soon as an underly}ng
event’ occurs that would cause a change. he
statement of activities accounts for all current-year
revenues and expenses, regardless of when the State
received or pad cash. = Although governments
compile the statement of activities Using accounting

methods similar to businesses, this statement’s
format is quite different from the format of a
business's income statement. The statement of
activities can help to show how much it costs the
State to provide various services. It aso can help to
show the extent to which each government function
covers its own costs through user fees, charges, or
grants. The net revenue (expense) column onthe far
right of this statement shows how much a particular
function relies on taxes and other general revenues
to finance its programs.

__The government-wide statements report three
different kinds of activities:

‘Governmental activities:. Most of the State's
basic services are included here, such as genera
administration, education, health and environment
social services, administration of justice, an
intergovernmental (State aid to local governmental
entities, including aid to the State’'s public school
system). Taxes (primarily income and sales taxes)
and federal grants finance’most of these services.

Business-type activities. . These  activities
usually recover al, or a significant portion, of the
costs of their services or goods by charging fees to
customers. The Higher” Educafion Fund (State-
supported colleges and universities), Unemployment
Compensation Fund, the State Housing Authority,
and the Education Assistance Authority are the most
Si _nlf{_cant of South Carolina's business-type
aclivities.

Component units:  Although_component_units
are 1 aIIP/_ separaie from the State, the State's
elected officiads are fmar_mallx accountable for
them. The Public_ Service Authority (Santee-
Cooper, an electric utility com an)Q, the State Ports
Authority, the Connector 2000 “Association, Inc.
(which operates the Southern Connector, a toll
road), and the Lottery Commission are the State’s
major component unifs.. Some financial information
for these component units is included in this report.
You also can obtain complete financial statements
for these component units from their respective
administrative offices (see Note 1a of the notes to
the financia statements).

Fund Financial Statements

The fund financial statements on pages 36
through . 55 of this report provide = détailed
information about the State’'s most significant
funds—not the State as a whole. Funds are
accounting devices that the State uses to track
specific funding sources and spending for particular
purposes. South Carolina, like othef” governments,
uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.
The State reports three types of funds:

. Governmental funds; The State reports most of
its “basic services in governmental funds.
Governmental funds account for activities that the
State reports. as governmental activities in its
overnment-wide statements. These funds focus on

ort-term _inflows and outflows of expendable
resources. The balances remaining at the end of the
¥ear help determine whether a fund has more or less
inancial resources available to spend in the near
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future. Because the governmental fund statements
lack the additional™ long-term focus of the
government-wide statements, we provide a
reconciliation that explains the relationship (or
differences). between the two kinds of statements.
By comparing the two kinds of statements and
examining the reconciliation, you m better
understand the long-term impact of the Stafe's near-
term financing decisions.

The basic governmental fund statements are on
pages 36 through 43 of this report.

Proprietary funds., Proprietary funds charge
customers for_the services they provide—whether
they are outside, customers (enterprise funds) or
other State agencies or other governments (internal
service funds). Proprietary funds use accrual basis
accounting like businesses. The State reports all of
its enterprise funds as business-type activities in the
government-wide statements. However, because our
internal service fund operations primarily benefit
governmental funds, they are included  as
?overnmental activities in” the government-wide
Inancia statements.

The basic rogrietary fund statements are on
pages 44 through 53 of this report.

~ Fiduciary funds. The State is the trustee, or
fiduciary, for 1ts emplo%ees’ retirement plans. The
State also is responsible for other assets that,
because of atrust agreement, it can use only for trust
beneficiaries. We exclude these activities from the
State’s government-wide financial  statements
because the State cannot use these assets to finance
its operations. The State is responsible for ensuring
that the net assets it reports in fiduciary funds are
used for their intended purposes.

The basic fiduciary fund statements are on
pages 54 and 55 of this report.

Component Unit Financial Statements

The Government-wide Financial Satements
section above lists the State’s major component
units. More detailed financial_statements for these
comptonent units are on pages 56 through 59 of this
report.

Notes to the Financial Statements

Immediatel e)( following the financial statements
are notes that help explain'some of the information
in the financia statements and provide more
detailed data. The notes on pages 60 through 115
are necessary to fully undersitand the financia
statements.

Required Supplementary Information

. This section includes certain required reportin
information that supplements the basic financi
statements. Included in this section is a schedule
that compares the State's Iﬁally adopted budget for
the General Fund with actua revenues collected and
expenditures paid for the year. Following the

schedule, at the end of the notes to the required
wePpIanmtwy information, is a reconciliation that
helps  explan the differences between the
budgetary-basis General Fund and the GAAP-basis
Genera Fund that is reported in the governmental
fund statements. This section also includes
schedules related to the State’s National Guard
Pension System.  This required supplementary
mforrtnatlon is on pages 117 through 123 of this
report.

Supplementary Information

In addition to the required elements above, we
have é)repared combining financial statements that
provide more detail of the State's nonmajor
gIJ_overnmentaI, proprietary, and fiduciary fund types.
The nonmgor funds, when added fogether, are
included in”single columns on the fund financial
statements, one for the nonmajor governmental
funds and another for the nonmajor enterprise funds.
We have aso presented cOmbining financial
statements for the nonmajor discretely presented
component units. The combining statements are on
pages 125 through 169 of this report.

Government-wide Financial Analysis

~ Exhibits1 and 2 summarize the State's overall
financial position and results of operations for the
past year based on information ‘included in the
government-wide financial statements.

Because this is our first year for reporting the
State’s finances as a wholé using accrual-basis
accounting, prior year comparative information is
not available.  However, be inning next year
comparative data will be available, and we’ will
report it in this section of our comprehensive annual
financia report.

Exhibit 1

State of South Carolina's Net Assets as of June 30, 2002
(Expressed in Thousands)

Governmental Business-type
Activities Activities Total

Assets
Current and other assets............coceveuen $ 5,947,937 $ 3,478,269 $ 9,426,206
Capital assets 10,178,240 2,205,705 12,383,945
Total aSSetS. ..o 16,126,177 5,683,974 21,810,151

Liabilities
Long-term iabilities.............cccovveeririnnnns 4,297,085 2,000,558 6,297,643
Other liabilitie: 2,778,287 669,215 3,447,502
Total liabilities .........cccccovvrcniiicnnae 7,075,372 2,669,773 9,745,145

Net Assets
Invested in capital assets, net of debt..... 7,621,846 1,551,604 9,173,450
Restricted 2,308,147 1,291,069 3,599,216
Unrestricted (879,188) 171,528 (707,660)
Total net assetsS......cococveecciciciiiiinns $ 9,050,805 $ 3,014,201 $ 12,065,006

Net Assets

~ As we noted earlier, net assets may serve, over
time, as a useful indicator of the Stafe’s financial
osition. For the 2001-2002 accounti n8 gear the

ate's combined net assets totaled $12.065 hillion.
However, all of those net assets either were invested
in. capital assets (such as buildings, roads, and
bridges) or were restricted for specific purposes.
The remaining unrestricted net assets—resources

20



State of South Carolina

M anagement’s Discussion and Analysis

available for future spending—reported a deficit
balance of $707.660 million.

The largest portion of the State’'s net assets
(76.0%) reflects its investment in capital assets (for
example, buildings, roads, bridges), less any related
debt ‘used to acquire those assets that” is still
outstanding. . The State uses these capital assets to
provide services to citizens; consequently, they are
not available for future spending. Further, the State
cannot sell the capital assets themselves to pay off
the related debt because it needs the assets for its
?ﬁe{%l) g[)ns; so it must find other resources to pay off
e :

Restricted net assets make up 29.8% of the

State’s net assets. These resources generally are
available for future spending but are subject to
external restrictions (such as bond covenants,
federal government grant restrictions) or restrictions
impo by enabling State legidation or through
State constitutional provisions.” The State’s largest
restricted balances include tobacco settlement bond
proceeds (restricted  primarily for health-related
rgs%rams), capital improvement bond proceeds
restricted for various capital projects), and loan
program funds (restricted primarily’ for loca
government water and sewer projects).

The overall negative unrestricted net assets
balance resulted from the $879.188 million deficit
that the governmental activities reported. That
deficit does not necessarily mean that the State lacks
resources to pay its bills in the near future. Rather,
this deficit was Iargnela%/ due to: (1) $765.457 million
in long-term debt the State incurred to finance
capital” assets that are not on the State’s financia
statements because they . belong to local

overnments (see Notedb in the hotes to the
Inancial statements for a more detailed description)
and (2) the State’s reporting of the non-capital
portion of net_assets for most of its governmental
activities' special revenue funds as restricted.

The State' s business-type activities, on the other
hand, . reported a positive _ $171.528 million
unrestricted net asset balance. This resulted from
net positive balances of $376.623 million that the
Higher Education Fund and certain other enterprise
funds reported. However, that positive balance was
offset b¥)§_$205.095 million_deficit balance for the
State’'s Patients Compensation Fund, a nonmajor
enterprise fund that provides medical maIPractlce
insurance to. any public or private heath care
provider within the State.

Exhibit 2
State of South Carolina's Changes in Net Assets—Primary Government
For the Fiscal Year Ended June 30, 2002
(Expressed in Thousands)

Governmental Business-type

Activities Activities Total
Revenues

Programrevenues:
Charges for services.........cccccoceiininnns $ 1,744,736 $ 2,158,394 $ 3,903,130
Operating grants and contributions.. 4,472,482 732,800 5,205,282
Capital grants and contributions............. 514,815 28,650 543,465

General revenues:
Individual income tax 2,357,050 — 2,357,050
Retail sales and use tax.... 2,788,909 — 2,788,909
Other taxe: 1,211,085 — 1,211,085
Unrestricted grants and contributions..... 37,744 — 37,744
Unrestricted investment income.. 79,119 — 79,119
Tobacco legal settlement.. 88,290 — 88,290
Other, 70,137 — 70,137
Total revenues.......ccoccccicicicicieiens 13,364,367 2,919,844 16,284,211

Expenses
Governmental activities:

General government.... $ 1,749,351 $ — $ 1,749,351
Education............ccocu.... 920,695 — 920,695
Health and environment.... 3,888,356 — 3,888,356
Social services............ 798,409 — 798,409
Administration of justice.... 693,478 — 693,478
Resources and economic development.. 221,644 — 221,644
Transportation 340,405 —_ 340,405
Intergovernmental ............ccccocoviiiiiinnne 3,807,548 — 3,807,548
Other 71,883 —_ 71,883
Business-type activities:
Higher education. — 2,256,818 2,256,818
Unemployment compensation bel — 526,954 526,954
Financing of housing facilities — 125,422 125,422
Financing of student loans..... — 36,748 36,748
Medical malpractice insurance. — 78,949 78,949
Patriots Point development..... — 6,717 6,717
Insurance claims processing — 1,467 1,467
Higher education institution support ...... — 717,480 717,480
Other — 28,362 28,362
Total eXpenses..........cccoceeiiiiiieiecins 12,491,769 3,778,917 16,270,686
Excess (deficiency) before
transfers and special and
extraordinary items.......... 872,598 (859,073) 13,525
Special and extraordinary items. —_ (6,851) (6,851)
Net transfers (862,126) 862,126 —
Increase (decrease) in net assets 10,472 (3,798) 6,674
Net assets, beginning of year... 9,040,333 3,017,999 12,058,332
Net assets, end of year........ccccccceeeenns $ 9,050,805 $ 3,014,201 $ 12,065,006

aThe higher education institution support activity represents associations, foundations, and authori-
ties created for the benefit of the State's higher education institutions.

Changes in Net Assets

The State’ s combined net assets were virtually
unchanged, increas n_% $6.674 million, or less
than 0.1% over the prior year (as restated).
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Governmental Activities

. Net assets of the State' s governmental activities
increased by  $10.472million, or 0.1%.
Governmental ~ activities  revenues were derived
mostly from taxes (47.5%%' rants and contributions,
including federal ad (37. %% and charges for goods
and services (13.1%). Exhibit 3 illustrates the
sources of revenues that these activities reported.

Governmental activities expenses were mostly
associated with services provided for health and
environment (31.1%), intergovernmental (30.5%),
eneral government (14.0%), and education (7.4%).

hibit 4 compares the cost of these services wit
their program revenues—revenues derived directly
from the program itself or from parties outside the
State’s taxpayers or citizenry. The difference
between the two represents the net cost of these

services that taxes and other general revenues
financed. Intergovernmental ~ _expenses 0o
$3.808 hillion represent aid provided _to local
governments, including local school districts; taxes
and other general revenues entirely supported these
expenses. ~ This aid includes formula-based State
revenue sharing, aid to local . school districts for
public education, and subsidies to reimburse
counties for the State’ sresidential_property tax relief
program. For the accountlng year ended
June 30, 2002, the State used $5.760 billion in tax
and other genera revenues to finance the net cost of
al services that the State’'s governmental activities
rovided. = Government activities  reported

62.126 million in net transfers to the State's
business-type activities, most of which represents
support, provided to the State's public colleges and
universities.

Exhibit 3
Governmental Activities Revenues

Grants and
contributions
37%

Charges for
services
13%
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Exhibit 4
4,500 - Governmental Activities - Net Cost of Services
(In Millions)
4,000 -
3,500 4
3,000 +
2,500 +
2,000 -
1,500 +
1,000 +
N _.
0 G | Health and
enera Education e.at an Social services |Intergovernmental Other
government environment
OExpenses $1,749 $921 $3,888 $798 $3,808 $1,328
HRevenues $1,496 $660 $2,932 $621 $0 $1,023

Business-type Activities

Net assets of the State’s busi ness-ti/dpe activities
declined $3.798 million, or less than 0.1%.

Business-type . activities revenues included
charges for ‘services (73.9%) and grants and
contributions  (including federal aid) (26.1%).
Business-type activities™ expenses were mostly to
rovide higher education services and support
78.7%), unemployment. compensation benefits
13.9%), and housing services (3.3%).

Most businesstype activities are self-
supporting. Tuition and student fees, research and
other grants (both private and %overnmental), and
other charges primarily pay for the services that the
Higher Education Fund “provides. The Higher
Education Fund, however, receives substantial
resources . (primarily  transfers of  annual
appro_rlatlons from the State's governmental
activities. Essentialy, net transfers to the Higher

Education Fund represent the cost of educational
services that taxes and other genera revenues of
governmental activities support.

Financial Analysis of the State’s Funds

The State of South Carolina uses fund
accounting to ensure and demonstrate compliance
with finance-related legal requirements. When the
State adopted the new governmental financia
reporting model, the focus changfed from reportin
funds by type to reporting major funds. Because 0
this chantge, we cannot easily compare this year's
amounts fo last year’s amournits. However, we will
provide such comparisonsin future years.

Governmental Funds

Exhibit 5 shows the components of fund balance
for the State’'s various governmental funds as of
June 30, 2002.

23



State of South Carolina

M anagement’s Discussion and Analysis

Exhibit 5
State of South Carolina's Governmental Fund Balances as of June 30, 2002
(Expressed in Thousands)

Departmental Local Department of State Nonm ajor Total
General General Government Transportation Tobacco Governmental  Governmental

Fund Operating Infrastructure Special Revenue Settlement Funds Funds
Reserved.........ccocovviiiiiinns $ 67,611 $ 737 $ 1,371,276 $ 11,427 $ — $ 137,680 $ 1,588,731
Unreserved, designated.......... — — — 179,350 — 134,538 313,888
Unreserved, undesignated...... (207,562) 243,209 (118,633) — 668,826 440,860 1,026,700
TotalS ..o $ (139,951) $ 243,946 $ 1,252,643 $ 190,777 $ 668,826 $ 713,078 $ 2,929,319
Change from prior year... $ (400,894) $ 20,076  $ 155,529 $ (176,472) $  (62,924) $  (25,210) $  (489,895)
Percentage change.......... (153.6%) 9.0% 14.2% (48.1%) (8.6%) (3.4%) (14.3%)

As the exhibit shows, at June 30, 2002, the
State's governmental funds en